In the US, Canada, UK, Germany, France, and Japan, the propensity to pay dividends is higher among larger, more profitable firms, and those for which retained earnings comprise a large fraction of total equity. Although there are hints of reductions in the propensity to pay dividends in most of the sample countries over the 1994-2002 period, they are driven by a failure of newly listed firms to initiate dividends when expected to do so. Dividend abandonment and the failure to initiate by existing nonpayers are economically unimportant except in Japan. Moreover, in each country, aggregate dividends have not declined and are concentrated among the largest, most profitable firms. Finally, outside of the US there is little evidence of a systematic positive relation between relative prices of dividend paying and non-paying firms and the propensity to pay dividends. Overall, these findings cast doubt on signaling, clientele, and catering explanations for dividends, but support agency cost-based lifecycle theories.
Introduction
Why do some firms pay dividends while others do not? Since the publication of the original Miller and Modigliani (1961) irrelevance propositions, this question has puzzled financial economists. Traditionally, finance scholars emphasize explanations for dividends that are based on the desire to communicate information to shareholders or to satisfy the demand for payouts from heterogeneous dividend clienteles [see the Allen and Michaely (2003) survey]. Recently, however, DeAngelo, DeAngelo, and Skinner (2004) cast doubt on signaling and clientele considerations as first-order determinants of dividend policy by reporting that dividends in the US are increasingly concentrated among a small number of large payers.
An alternative view of dividends, proposed by , is that optimal payout policy is driven by the need to distribute the firm's free cash flow. They propose a life-cycle theory that combines elements of the Jensen (1986) agency theory with evolution in the firm's investment opportunity set of the type discussed in Fama and French (2001) and Grullon, Michaely, and Swaminathan (2002) . In this theory, firms optimally alter dividends through time in response to the evolution of their opportunity set. The theory predicts that, in their early years, firms pay few dividends because their investment opportunities exceed their internally generated capital. In later years, internal funds exceed investment opportunities so firms optimally pay out the excess funds to mitigate the possibility that the free cash flows would be wasted. Consistent with this life-cycle view, DeAngelo, DeAngelo, and Stulz (2006) find that the propensity to pay dividends is positively related to the ratio of retained earnings to total equity, their proxy for the firm's life-cycle stage.
Yet a further wrinkle in the dividend puzzle literature is presented in Fama and French (2001) . Fama and French report a substantial decline in the proportion of firms paying dividends in the US. Although this decline is due in part to changes in the characteristics of firms that are publicly traded (i.e., more firms exhibit characteristics similar to those of nondividend-paying firms), Fama and French nonetheless report that, once they control for these characteristics, they still find a significant decline in the residual propensity to pay dividends. This evidence poses a further challenge to dividend theories in so far as candidate theories should be able to explain time series changes in the propensity to pay dividends.
We extend this literature by examining cross-sectional and time-series evidence on the propensity to pay dividends in several developed financial markets (the United States, Canada, the United Kingdom, Germany, France, and Japan) over the period [1989] [1990] [1991] [1992] [1993] [1994] [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] . Specifically, we examine whether the characteristics of dividend payers and nonpayers are common across countries, whether these characteristics have changed over time, and whether firms in other countries exhibit a declining propensity to pay dividends in recent years. In addition, the use of international data allows us to provide further tests of the life cycle, signaling, clientele, and catering explanations by analyzing the concentration of dividend payments as well as the association between the Baker and Wurgler (2004a, b) dividend premium and the propensity to pay dividends in other countries.
Our evidence reveals common determinants of dividends across countries. Like Fama and French (2001) , we find that the likelihood of paying dividends is associated with firm size, growth opportunities, and profitability.
1 In addition, we find that in all six countries, the likelihood of paying dividends is strongly associated with the ratio of retained earnings to total equity (the earned/contributed capital mix). The fraction of firms that pay dividends is high when firms' equity consists primarily of retained earnings and is low when retained earnings are negative. Notably, firms in each country become more likely over time to exhibit the characteristics of firms that do not pay dividends (i.e., the average firm is less profitable and has lower earned/contributed capital).
Controlling for these characteristics, we find some hints of declines in the propensity to pay dividends in most of the sample countries, particularly among those firms that appear to be at the margin for paying dividends; i.e., those with low to medium ratios of earned-to-contributed capital. However, outside of the US, the declines are small and the evidence is not particularly robust. Moreover, to the extent that there are propensity declines, they are driven primarily by the failure of newly listed firms to initiate dividends when expected to do so. Dividend abandonments and the failure to initiate by existing nonpayers are economically unimportant except in Japan. Even in Japan, however, we find that unexpected abandonments can be plausibly explained by financial difficulties experienced by Japanese firms during the economic slowdown of the 1990s. The bottom line, therefore, is that the data cannot reject the hypothesis that there has been no meaningful change in corporate dividend policies in the sample countries over the [1989] [1990] [1991] [1992] [1993] [1994] [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] period. While we also cannot reject the possibility that there have been small reductions in the propensity to pay dividends in some countries, such reductions are at most limited to newly listed firms.
The importance of the mix of earned/contributed equity as a determinant of dividend policies around the world casts doubt on the importance of signaling as a first-order determinant of dividend policies. As noted in DeAngelo, DeAngelo, and Stulz (2006) , firms with low earned/contributed equity would appear to be the ideal candidates for dividend signaling because these firms are less mature and it is, therefore, more difficult to gauge their future prospects. Yet, these are precisely the firms that do not pay dividends.
We provide further evidence on the signaling, clientele, and life-cycle explanations by examining the concentration of dividends and earnings. Consistent with the DeAngelo, DeAngelo, and Skinner (2004) US evidence, we find that aggregate dividends do not decline over time. Moreover, dividends are concentrated among the largest, most profitable payers in all six countries. This concentration casts further doubt on signaling as a first-order determinant of dividends in that dividends appear to be paid by precisely those firms that are least in need of signaling their profitability (i.e., those with the highest earnings). Even if there was reduced demand for signaling over time, this demand would presumably arise from smaller, less profitable firms. Similarly, the concentration of dividends and earnings casts doubt on the central assumption of clientele theories that investors can satisfy their demand for dividends while still achieving suitable levels of diversification. This conclusion is reinforced by our finding that, in recent years, dividend payers account for more than 90% of the aggregate market capitalization in all countries except the US and Canada. Moreover, in these countries, the top 20% of dividend payers account for virtually all of the market capitalization of dividend payers. The concentration of dividends among the largest, most profitable firms is, however, consistent with the lifecycle theory's central prediction that the distribution of free cash flow is the primary determinant of dividend policy.
Finally, we explore the catering explanation by examining the association between the propensity to pay dividends and the Baker and Wurgler (2004a, b) dividend premium. Our evidence fails to provide much support for the catering hypothesis outside of the US. Little evidence exists that either the propensity to pay dividends or timeseries changes in that propensity can be explained by changes in investor sentiment toward dividend-paying stocks. Moreover, we find little evidence that individual firms start and stop the payment of dividends in response to the market's relative valuation of dividend paying firms.
The remainder of the paper is organized as follows. Section 2 describes our sample selection procedure and
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1 Benito and Young (2001) , Ferris, Sen, and Yui (2006) , and Renneboog and Trojanowski (2005) find similar evidence on the determinants of dividends in the UK, while von Eije and Megginson (2006) report similar findings in a sample of European Union firms. provides a description of the sample firms. Section 3 reports evidence on the determinants of dividends. Section 4 reports time-series trends in the propensity to pay dividends in our sample countries. Section 5 provides evidence on the concentration of dividends and earnings. Section 6 reports evidence on tests of the catering hypothesis. Section 7 concludes.
Sample selection and data description
Our sample is constructed using Worldscope data collected via Thomson One Banker Analytics. The initial sample includes all firms for which Worldscope provides information on total assets, common equity, net income, interest expense, and either market capitalization at fiscal year-end or the number of outstanding shares and fiscal year-end closing price. We also require total assets to be available both in the current and in the preceding year, the sample firms to have nonmissing information for common dividends, and the sample firms to have nonmissing information on the method of reporting long-term investments in which they have interest in excess of 50%. 2 We exclude firms for which the primary outstanding security is not common stock or for which information on the type of primary outstanding security is missing. Also, following Fama and French (2001) ,we exclude utilities [standard industrial classification (SIC) codes 4900-4949], financial firms (SIC codes 6000-6999), and firms with negative book equity. Finally, to alleviate distorting effects from off-balance sheet operations that are possible in some countries, we include only those firms that consolidate their major subsidiaries. Worldscope coverage prior to 1985 is limited. In the Appendix A, we report the average number of firms that satisfy our data requirements in the countries studied by LaPorta, Lopez-de-Silanes, Shleifer, and Vishny (LLSV, 2000) . These data confirm the sparse coverage in all countries in the 1981-1985 period. In addition, our experimental design requires a sufficient number of dividend payers and nonpayers over an approximately 15-year period. This additional constraint limits the set of countries that we include in the sample to the US, UK, Canada, Germany, France, and Japan.
Because of the expanding coverage of Worldscope, the number of firms grows significantly between 1981 and 2002 in all six countries. Particularly steep increases in firm counts are observed between 1987 and 1989 for Canada, the UK, Germany, and France. In addition, our primary tests require data on book equity, and this data are generally not available in most of the countries prior to 1989. For these reasons, therefore, we analyze dividend polices in the selected countries over the 1989-2002 time period.
Nonetheless, the sample size in each country increases over time. These data limitations pose two empirical challenges. First, the shorter sample period limits our ability to fully address changes in the propensity pay dividends over time (though our ability to analyze crosssectional determinants is not affected). We measure such changes over a 9-year period (1994) (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) as opposed to the Fama and French (2001 ) 21-year period (1978 . Had Fama and French limited their study to a 9-year measurement period, the declines in the propensity to pay dividends that they show would have been roughly cut in half. Second, we must be concerned that increases in the number of firms over time that are the result of changes in Worldscope coverage might produce biases in our estimates of the change in dividend propensity. For example, the data in the Appendix A show that virtually all firms covered by Worldscope in the 1981-1985 period are dividend payers. This implies that Worldscope first covers larger, more mature firms, then adds smaller, less mature firms over time. Because the latter firms are less likely to be dividend payers and our model for predicting dividend payers is imperfect, such a coverage pattern can show up empirically as a decline in the propensity to pay dividends even if no such decline exists. Throughout the paper, therefore, we discuss the various steps that we take to mitigate concerns about the changing sample size and note any residual caveats in the interpretation of our findings.
Determinants of the propensity to pay dividends
In this section, we describe the empirical determinants of the propensity to pay dividends in the sample countries. Table 1 reports average characteristics of dividend payers and nonpayers. Fama and French (2001) report that dividend payers tend to be more profitable, have less valuable growth opportunities, and are larger firms than nonpayers. We measure profitability (E t /A t ) as the ratio of earnings before interest (net income+interest expense if available+deferred taxes if available) to the book value of total assets and as the ratio of after-tax earnings to the book value of equity (Y t /BE t ), where book equity is defined as common equity plus nonequity reserves if available. Growth opportunities are measured as the ratio of the market value of total capital (book value of total assetsÀ book value of equity+market value of equity) to the book value of total assets (V t /A t ) and the percentage change in total assets over the year (dA t /A t ). The market value of equity is measured as the closing stock price at fiscal yearend times the number of shares outstanding. Firm size is measured as the book value of total assets (A t ) and reported in millions of US dollars. Local currencies are converted to US dollars at the exchange rates in effect at the end of 1998. Consistent with Fama and French (2001) , we find that dividend payers tend to be larger and more profitable firms. However, the relation between dividend payments and growth opportunities is not uniform across countries.
Univariate analysis
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2 Specifically, we use the common dividends field when available. If this information is missing, but information on total dividends and preferred dividends is nonmissing, we estimate common dividends as the difference between total dividends and preferred dividends.
In the US, Canada, and the UK, dividend payers tend to have less valuable growth opportunities. In Germany, France, and Japan, however, the evidence is much more mixed. If anything, it appears that dividend payers tend to have more valuable growth opportunities. These findings confirm similar evidence on dividend payouts in LLSV (2000) . DeAngelo, DeAngelo, and Stulz (2006) report that the propensity to pay dividends is most strongly associated with the company's earned/contributed equity mix; that is, the proportion of the firm's equity that is internally generated. Measuring the earned/contributed equity mix as the ratio of retained earnings to the book value of total equity (RE t /BE t ), we also find that dividend payers tend to have substantially higher ratios of retained earnings to total equity than do nonpayers. Table 2 reports further evidence on the importance of earned/contributed equity in the dividend decision by first grouping the sample firms by RE t /BE t , then reporting the proportion of dividend payers in each group. The results indicate a strong and nearly monotonic relation between the earned/contributed equity mix and the proportion of firms that pay dividends in all six countries. The proportion of firms that pays dividends is low (near zero in some countries) when earned/contributed equity is negative, while the proportion is high (greater than 0.85 in all countries) when RE/BE is greater than 0.90. Table 3 reports the evolution of firm characteristics though time in each country. We report averages of annual medians in three subperiods: 1989-1993, 1994-1998, and 1999-2002 . The data indicate that, over time, firms in each country tend to be smaller (except in the UK) and less profitable. Moreover, in all countries except Japan, firms exhibit lower ratios of earned to total equity over time. Trends in market-to-book ratios are less uniform across countries and are often nonmonotonic. Considering all factors together, however, it appears that, over time, firms in each country become more likely to exhibit characteristics that are typical of nonpaying firms. We confirm this assessment in Section 4 when we calculate the expected proportion of dividend payers in a multivariate framework.
Multivariate analysis
To quantify the marginal effects of profitability, growth opportunities, size, and the earned/contributed equity mix on the probability of dividend payments, we estimate annual logit regressions similar to those in Fama and French (2001) . The dependent variable in our regressions equals one if a firm pays dividends in year t and zero otherwise. We use the market-to-book ratio (V t /A t ) and the percent change in a firm's total assets (dA t /A t , dA t ¼ A t ÀA tÀ1 ) as proxies for its growth opportunities and earnings before interest but after taxes divided by total assets (E t /A t ) as a proxy for its profitability. 3 We also augment the specification with the measure of earned/ contributed equity (RE t /BE t ). The proxy for firm size requires a special design to maintain comparability of the measure over time despite increases in the size of the sample and changes in its distribution by market capitalization. Fama and French (2001) address these difficulties by measuring firm size as the percent of NYSE-listed firms that have smaller market capitalization than the firm in question. We take a similar approach by using the percentage of firms in the benchmark population with smaller market capitalization as of the end of the firm's fiscal year. We define the benchmark population as the set of firms present in the sample during the base period of 1989-1993. In Table 4 , we estimate intercept and slope coefficients from annual regressions, then report averages of the annual coefficients and the corresponding Fama and MacBeth (1973) Table 4 regressions and the subsequent changes in the propensity to pay dividends using the growth in sales over the prior year, dS t /dS tÀ1 , as a measure of growth opportunities and note throughout whether the use of this alternative measure has a meaningful impact on our findings.
findings, the likelihood of paying dividends is positively related to firm size, profitability, and the earned/contributed equity mix in all six countries. However, the effect of growth opportunities on the likelihood of dividend payments is less homogeneous. In the US, Canada, and the UK, the slopes on both growth opportunity proxies are for the most part significantly negative. In the other countries, the slope on V t /A t is negative and significant only in Japan. At the same time, the slope on dA t /A t is positive in all three countries. 4 We obtain qualitatively similar results if we use lagged sales growth, dS t /dS tÀ1 , as the proxy for growth opportunities (not reported in a table). The payment of dividends is significantly negatively associated with dS t /dS tÀ1 in the US, Canada, and the UK, while no clear association between dividends and sales growth is evident in the other three countries.
In addition, because the Fama and MacBeth (1973) approach understates standard errors when both firm effects and time effects are present in panel data, we conduct two other robustness tests. (These results are not reported in a table.) First, we compute t-statistics for the regression coefficients in Table 4 using the Newey and West (1987) procedure that is robust to autocorrelation out to four lags. Our results are qualitatively identical in the sense that all coefficients that are statistically significant at the 0.01 level in Table 4 continue to be significant using the Newey and West procedure. Second, we follow the approach described in Petersen (2007) and compute standard errors clustered by firm and by calendar year. Again the results are qualitatively identical with the exception that the coefficients on RE t /BE t are statistically insignificant in Germany and Japan (t ¼ 1.3 for each). Table 4 also estimates the logit models separately for those firms that paid a dividend in the prior year (payers) and those that did not (nonpayers). For the most part, the slope coefficients are qualitatively similar for payers and nonpayers, indicating common determinants of the decision to initiate dividends and to continue paying dividends. The one exception to this statement is the coefficient on V t /A t , which is significantly positive for payers in Canada, Germany, and France. The intercepts in the logit models are significantly positive for dividend payers in the US, UK, and Japan. The intercepts for nonpayers are significantly negative in all countries. These findings imply a degree of path dependence in dividend policies. That is, controlling for firm characteristics, firms that currently pay dividends have a preference for continuing to do so, while firms that do not currently pay dividends prefer not to initiate them. Thus, dividend policies in all countries exhibit the stickiness observed originally for US firms in Lintner (1956) and Fama and Babiak (1968) . Table 2 The proportion of payers as a function of earned and total equity. This table reports the proportions of payers among sample firms sorted by the ratio of retained earnings to total book equity (RE/BE). Firms with negative total book equity are excluded from the analysis. Proportions of payers and counts of firms with the earned equity measure within each interval are first calculated for individually for each year from 1989 to 2002 . The table reports 
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Summary
The evidence in Tables 1-4 yields several conclusions. First, the empirical determinants of the propensity to pay dividends are remarkably similar across countries. In all six countries, larger, more profitable firms and those with greater earned/contributed equity are more likely to pay dividends, while the effect of growth opportunities is more mixed. Second, in the last decade, the composition of the population of firms in all countries changes toward greater representation of firms with characteristics typical of nonpayers. Finally, separate regressions for firms with different lagged dividend status reveal common determinants of dividend initiations and continuations.
4. International evidence on changes in the propensity to pay dividends Fama and French (2001) report that the proportion of dividend payers among publicly traded, nonfinancial, nonutility US firms has declined substantially in the last two decades. The proportion of payers in their sample peaks in 1978, reaching 66.5%. It falls sharply thereafter, so that only 20.8% of firms pay dividends in 1999. 5 Moreover, the number of dividend payers declines from 1,988 in 1978 to 1,045 in 1998. 6 DeAngelo, DeAngelo, and
Stulz (2006) further report that, although the mix of earned/contributed equity is an important determinant of dividends in the US and that, over time, a greater proportion of US firms exhibit negative earned equity, this, too, does not explain the declining propensity to pay dividends. Fig. 1 displays the number and percentage of dividend payers in each of the countries that we study. As is evident in the graphics, the proportion of dividendpaying firms declines over time in all six countries. The steepest declines are observed in the US and Canada (from 61.0% to 19.0% and from 69.2% to 19.9%, respectively), while the smallest reduction in the proportion of payers is observed in Japan (from 89.1% to 83.8%). It is also noteworthy that the raw number of dividend payers declines between 1998 and 2002 in all countries except Germany and Japan.
Baseline estimates of changes in the propensity to pay dividends
In Table 5 , we attempt to quantify the roles of changing firm characteristics and a declining propensity to pay dividends in explaining the reduction in the proportion of Table 3 The evolution dividend payers in each of the sample countries. We first estimate logit models similar to those in Table 4 that relate the probability of paying dividends to firm size, growth opportunities, profitability, and earned equity for a base period of 1989-1993. 7 These regressions are estimated for the full sample of dividend payers and nonpayers. 8 Using the average annual coefficients from the base period, we then calculate the probability of dividend payments for each firm in subsequent years based on their characteristics in that year. The expected percent of dividend payers is obtained by averaging the individual probabilities across firms in each year and multiplying the result by one hundred. As shown in Table 5 , the expected percentage of dividend payers declines over the forecast period of 1994-2002 in all countries except Japan. Although the expected proportion of payers differs across countries, the magnitude of the decline in that proportion is similar in the US, Canada, UK, Germany, and France, ranging from 15.3% (France) to 21.9% (Germany). Evidence of a decline in the expected proportion of dividend payers in each country is consistent with our univariate findings and supports the conclusion that shifts in the characteristics of propensity to pay dividends using the original Fama and French (2001) specification that does not include the earned/contributed equity mix. That is, we find a declining propensity to pay dividends in all six countries. However, with the exception of a single year in France, dropping RE t /BE t from the model results in strictly higher estimates of unexpected reductions in the percentages of payers. The median difference between the estimates from the two models ranges from 1.1% in the UK to 3.1% in the US and are statistically significant. We also obtain similar results using three alternative base periods: 1990-1994, 1991-1995, and 1992-1996. 8 The requirement of retained earnings reduces the sample size slightly relative to the sample sizes summarized in the Appendix A. However, our qualitative findings on the declining propensity to pay dividends are not sensitive to the inclusion of the earned equity variable. We find slightly larger declines when we estimate the expected (footnote continued) proportion of dividend payers using the original Fama and French specification.
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publicly traded companies account for a large proportion of the decline in dividend payers in each country. Changes in the propensity to pay dividends can be measured as the difference between the expected and the actual proportion of payers. That is, controlling for changes in the characteristics of publicly traded companies, changes in the unexpected proportion of payers reflect changes in the propensity to pay dividends. As shown in Table 5 , these differences are generally positive, but small (though they tend to be larger in the more recent years). Moreover, in the UK, the difference is positive in only five of the 9 years. If we use dS t /dS tÀ1 as our measure of growth opportunities (not reported in a table), declines in the propensity to pay dividends are uniformly positive in the US, Canada, the UK, and Japan and are larger than those reported in Table 5 . However, median declines in the propensity to pay dividends are close to zero in Germany and France. 1991 1993 1995 1997 1999 2001 1989 1991 1993 1995 1997 1999 2001 1989 1991 1993 1995 1997 1999 2001 1989 1991 1993 1995 1997 1999 2001 1989 1991 1993 1995 1997 1999 2001 1989 1991 1993 1995 1997 1999 2001 
Earned/contributed capital and changes in the propensity to pay dividends
DeAngelo, DeAngelo, and Stulz (2006) decompose reductions in the propensity to pay dividends in the US as a function of earned/contributed equity and find that the propensity reduction is approximately twice as large among firms that are plausible candidates to pay dividends (i.e., those with positive retained earnings) as it is in their full sample. Because earned/contributed equity appears to be such a strong determinant of dividend policy in our sample and the proportion of firms with negative retained earnings has increased over time, we conduct a similar test.
For the year 2002, we partition the sample firms by RE/BE, then report both the percentage of firms in each RE/BE group and the difference between the actual and the expected percent of payers in that group. The results, reported in Table 6 , show that the reduction in the propensity to pay dividends is larger in the low-to-middle ranges of RE/BE. The reduction exceeds 10% in all countries except Germany for low, but positive, values of RE/BE and exceeds 20% for some ranges of RE/BE in the US, UK, and Canada. 9 In five of the six countries, the reduction in propensity to pay dividends is greater when RE/BE is between 0.0 and 0.2 than it is for the full sample of firms in that country. Under a null hypothesis that propensity reductions are equal across RE/BE categories and using a binomial sign test, the probability of this occurring is 0.108. Reductions in the propensity to pay dividends are small in the highest groups of RE/BE. In fact, there is an increased propensity to pay for firms with RE/BE greater than 0.80 in Canada and Japan. Thus, it appears that those firms with the longest history of profitability (as evidenced by their high RE/BE) and the highest probability of paying dividends (see Table 2 ) are unlikely to abandon dividends.
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Finally, if we examine those firms with negative retained earnings, we find mixed results. In the US, Canada, and France, the declines in propensity to pay dividends are very low among those firms that have negative retained earnings. For these firms, the reduction in propensity to pay dividends is never more than 7%. These findings are consistent with the observation that the proportion of dividend payers is small to begin with for firms with negative retained earnings in these countries (see Table 2 ). Reductions in the propensity to pay dividends among firms with negative retained earnings are higher in the UK (17.5%), Germany (6.9%), and Japan (9.5%). Notably, however, the proportion of firms with negative retained earnings that pay dividends is much higher in these countries than in the US, Canada, and France (see Table 2 ).
The picture that emerges from Table 6 is that, if there are reductions in the propensity to pay dividends, they appear to be concentrated among those firms most likely to be at the margin for paying dividends. Reductions in the propensity to pay dividends are trivial among those firms that do not appear to be reasonable candidates to pay dividends to begin with (i.e., those with negative retained earnings in the US, Canada, and France) and those whose cumulative profitability make them unlikely candidates for abandoning dividends.
The impact of new lists and biases in Worldscope coverage
Although the evidence in Tables 5 and 6 offer hints of a declining propensity to pay dividends in some of the sample countries, the magnitude of the declines is economically small. Such modest declines in payment propensity might simply be due to the relatively short forecast period used in our study. Alternatively, however, the modest declines in propensity that we observe could result from a combination of expanding Worldscope coverage of firms over time and the imprecision of our empirical model of the decision to pay dividends. The fact that virtually all firms covered by Worldscope in the 1981-1985 period are dividend payers implies that Worldscope first covers larger, more mature firms, then adds smaller, less mature firms over time. If our model overstates the expected proportion of dividend payers Table 6 Unexpected reductions in the propensity to pay dividends in 2002 by retained earnings/total equity (RE/BE). For each country, we report the proportion of the sample firms that fall into each category of RE/BE and the unexpected reductions in the percentage of dividend payers in each category. The unexpected reduction in payers is measured as the difference between the expected and the actual percent of dividend payers. The expected percent of payers is obtained by averaging regression coefficients for 1989-1993 using the model in Table 4 , applying the average coefficients to estimate the probability that each firm would pay dividends in 2002, summing these probabilities across firms, dividing by the total number of firms, and multiplying the result by one hundred. among newly added firms, this would show up empirically as a decline in the propensity to pay dividends even if no such decline exists. Similarly, an influx of newly listed companies over time in the sample countries could produce negative prediction errors even in the absence of changes in payment propensity.
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To explore these issues, we conduct two additional tests. In the first, we measure the change in the propensity to pay dividends in the US using data from the merged Center for Research in Security Prices (CRSP) and Compustat database instead of Worldscope data. We construct this Compustat sample using the data definitions in Fama and French (2001) . Because Compustat coverage in the US is complete over the sample period, it is free from any selection biases associated with expansions in Worldscope coverage. Thus, if a propensity to pay analysis using Compustat data yields similar inferences to that using Worldscope data, this provides some reassurance that our findings are not due to biases related to expanding Worldscope coverage.
Panel A of Table 7 compares estimates of changes in the propensity to pay dividends in the US using Worldscope and Compustat data. Consistent with a bias toward more mature firms in the early years of the sample, the proportion of dividend payers is much greater in the Worldscope data than in the Compustat data prior to 1998. The proportions of payers in the Compustat and Worldscope samples become similar between 1998 and 2002. Despite this coverage bias, however, the declines in the propensity to pay dividends are similar in the two samples across the entire forecast period. Both samples show a decline in the propensity to pay dividends that is larger in the later years of the sample. Although the reduction in the propensity to pay dividends is slightly greater in most years in the Worldscope data, the similarity of the results across the two data sources suggests that biases in Worldscope coverage are not the primary drivers behind the differences between the expected and the actual percentage of dividend payers that we show.
As a second test, we analyze changes in the propensity to pay dividends in all six countries using only those firms that are covered by Worldscope during the benchmark period of 1989-1993. If our findings in Table 5 are driven by expanding Worldscope coverage toward firms that are less likely to pay dividends or to new lists, we should Table 7 Tests of the impact of Worldscope coverage biases on changes in the propensity to pay dividends. Annual logit regressions are estimated to explain which firms pay dividends from 1989 to 1993 using all firms present in the sample. The explanatory variables are Size, V t /A t , dA t /A t , E t /A t, and RE t /BE t . Size is the percent of firms in the benchmark population with smaller market capitalization at the end of a firm's fiscal year t. V t , A t , E t , RE t, and BE t are the firm's market value in year t, its total assets, earnings before interest, retained earnings, and book equity, respectively. dA t ¼ A t ÀA tÀ1 . The expected percent of payers are obtained by averaging regression coefficients for 1989-1993, applying the average coefficients to estimate the probability that each firm would pay dividends in subsequent years, averaging that probability across firms for each year, and multiplying the result by one hundred. Panel A compares estimates for US firms using the Worldscope data with those using Compustat data. Panel B shows estimates of changes in the propensity to pay dividends when the sample is limited to those firms in the forecast period, 1994-2002, that observe smaller reductions in the propensity to pay dividends within this constant composition sample. Our findings, reported in Panel B of Table 7 , indicate that median annual changes in the propensity to pay dividends are 1.8%, 3.6%, and 1.9% in the US, Germany, and France, respectively. Although the difference between the expected and actual percent of payers is positive in nearly every year in these countries, the differences are economically much smaller than those reported for the full sample in Table 5 and could plausibly be viewed as being within the bounds of normal model error. Moreover, there is little evidence of a systematic decline in the propensity to pay dividends in Canada or in the UK using the constant composition sample. These findings suggest that any unexpected reductions in dividend propensity reported in Table 5 are driven primarily by firms that enter the sample after 1993. The only exception is Japan, where changes in the propensity to pay dividends in the constant composition sample are slightly larger than those in the full sample. If we conduct the constant composition analysis for US firms over the full French sample period (1978-2002) , we obtain much smaller estimates of reductions in the propensity to pay dividends than if we conduct the analysis using the full sample. For example, using the full sample, the median decline in the propensity to pay dividends is 7.5% and the propensity reduction reaches a high of 14.2% in 2002. By contrast, using the constant composition sample, the highest propensity reduction is 4.8% in 2000, while the median propensity reduction is À1.0% (i.e., an increase in the propensity to pay dividends). These findings imply that propensity reductions observed in the US are driven by firms that enter the sample after 1978.
Dividend abandonment or failure to initiate?
Finally, to provide further evidence on time-series changes in the propensity to pay dividends, we examine whether observed unexpected shortfalls in the number of dividend payers are due primarily to the abandonment of dividends by existing payers or to an unexpected failure to initiate dividends by nonpayers.
The bottom row of Table 8 reports the total number of firms and the difference between the expected and the actual number of dividend payers in each country in 2002. The expected number of payers is calculated by first averaging the annual coefficients from the Table 4 regressions for the benchmark period 1989-1993. We then apply these coefficients to the actual firm characteristics (e.g., A, V/A, dA/A, E/A, and RE/BE) in 2002 to compute the probability of paying dividends for each firm. We sum the individual probabilities to get the expected number of payers.
As shown in Table 8 , the shortfall in dividend payers (expected number of payers-actual number of payers) in 2002 ranges from a high of 515 in the US to a low of 16 in Germany. To assess the relative importance of dividend abandonment versus the failure to initiate dividends, we first divide the 2002 sample firms into those that were in the sample at the beginning of our forecast period (1993) and those that enter the sample after 1993. We then subdivide each of these categories into dividend payers and nonpayers, where ''1993 payers'' are those firms that pay dividends as of 1993 and ''post-1993 payers'' are those that enter the sample after 1993 and initiate dividends sometime between 1993 and 2002. Table 8 reports the shortfall in dividend payers within each subcategory.
The striking observation from Table 8 is that the shortfall in dividend payers in 2002 is due primarily to the failure to initiate dividends by firms that enter the sample after 1993. This subcategory accounts for more than 80% of the shortfall in each country except Japan. Outside of the US, there is little evidence of a failure to initiate dividends by firms that are in the sample prior to 1993. Again, we find similar results in the US using the Compustat sample instead of Worldscope. This implies that the results are due more to newly listed firms than to expanded coverage of existing firms by Worldscope.
Similarly, little evidence exists that the shortfall in dividend payers is due to firms unexpectedly abandoning dividends. The exception to this statement is Japan, where there is an unexpected shortfall of 40 firms among the 1993 dividend payers. This accounts for nearly 60% of the total shortfall of 69 firms in that country. The prevalence of abandonments in Japan is consistent with Dewenter and Warther (1998) , who report that Japanese firms are Table 8 Dividend abandonment versus failure to initiate. For each country, we compute the shortfall in dividend payers in 2002 as the difference between the expected number of payers and the actual number of payers. The expected number of dividend payers is computed by summing the probabilities of payment for each individual firm in that country. Probabilities are computed using the average values for the coefficient estimates from the Table 4 regressions estimated annually over the period 1989-1993. The coefficient estimates are then applied to the individual firm's characteristics. We report a breakdown of the total shortfall by when the firm enters the sample and by its dividend status. (2000), who shows a relatively high rate of dividend cuts in response to accounting losses by Japanese firms in the early 1990s. To the extent that Japanese firms encounter an increase in financial problems during our sample period, the effects of this on dividend policy might not be fully captured by our benchmark model. Consistent with this conjecture, our further analysis reveals that financial troubles appear to play an important role in the abandonment of dividends by Japanese firms. Specifically, we compute interest coverage ratios (earnings before interest, taxes, depreciation, and amortization/interest expense) for firms in the subset of 1993 payers that abandon dividends by 2002. For the 40 firms with the highest probability of paying dividends (i.e., abandonment is least expected), the median interest coverage ratio is 2.9. By contrast, the median interest coverage ratio of dividend payers over the same period is 15.9. We conclude, therefore, that the higher rate of dividend abandonment in Japan appears to be driven more by financial distress than by a more general policy decision to back away from dividend payments. 
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Summary and discussion
Overall, our evidence offers hints of a decline in the propensity to pay dividends in some of the sample countries, particularly among those firms that are at the margin for paying dividends. However, our more refined analysis raises several doubts about whether this evidence reflects systematic changes in dividend policies. First, the propensity declines in our sample are much smaller than those reported for US firms in Fama and French (2001) . Second, the evidence in some countries is not particularly robust. For example, there is little evidence of a propensity decline in the UK, while the corresponding declines in Germany and France are not robust to alternative measures of firm growth opportunities. Third, unexpected reductions in the proportion of dividend payers among Japanese firms can just as plausibly be explained as responses to transitory earnings problems during that country's economic slowdown of the 1990s as to any meaningful changes in dividend policies. Fourth, in all other countries, we find no material changes in the dividend policies of firms that were listed prior to 1993. Any declines in the propensity to pay dividends that we observe appear to be driven by newly listed firms that fail to initiate dividends when expected to do so.
The shortfall in payers among new lists raises the possibility that our findings are due more to the overestimation of the expected numbers of dividend payers by an imprecise benchmark model than to any systematic change in dividend policies. Although our benchmark model is as comprehensive as any others in the literature, newly listed firms could, nonetheless, exhibit some characteristics that are not included in the benchmark model, but that make them less likely to pay dividends. Fama and French (2004) observe that the characteristics of newly listed firms in the US have changed such that the cross-sectional distribution of profitability is considerably more left-skewed while that of growth is considerably more right-skewed. Such a shift in the characteristics of listed firms raises the probability that relevant characteristics are not picked up by benchmark models for expected dividends, thereby resulting in measured reductions in the propensity to pay dividends.
Our findings complement and extend those of other recent studies of payout policies outside of the US. Like us, Benito and Young (2001) and Renneboog and Trojanowski (2005) conclude that there is little evidence of a reduction in the propensity to pay dividends in the UK. However, in each case, the samples studied by the authors are somewhat limited and the authors do not control for all of the other potential determinants of dividend propensity. Specifically, the Renneboog and Trojanowski (2005) sample consists of UK firms that are present in the Worldscope data for at least three years between 1992 and 1998, and they simply report the proportion of firms that pay dividends each year. Benito and Young (2001) control for cash flow, leverage, profitability, firm size, and growth opportunities, but they do not control for RE/BE and forecast the propensity to pay dividends only over the period 1995-1999. Two studies that analyze propensity changes over longer periods of time are Ferris, Sen, and Yui (2006) and von Eije and Megginson (2006) . Ferris, Sen, and Yui study payout policies in the UK between 1988 and 2002 and conclude that there has been a reduction in the propensity of British firms to pay dividends. However, a closer look at their data reveals that their findings are driven by the last 2 years of their sample period, 2001 and 2002. The median change in the propensity to pay dividends over their full forecast period is just 0.5%. Thus, their conclusion that there has been a reduction in the propensity to pay dividends in the UK seems too strong.
von Eije and Megginson (2006) report a decline in the proportion of dividend payers among firms in the 15 countries comprising the European Union between 1989 and 2003. Controlling for profitability, size, and growth opportunities, they report positive differences between the expected and actual proportion of payers. They conclude that there has been a decline in the propensity to pay dividends among European Union firms. However, their sample size also increases substantially over time. In light of our evidence on the role of new lists, we conjecture that the propensity declines that they observe are driven by the failure to initiate dividends by the new entrants to their sample. Consistent with this conjecture, von Eije and Megginson (2006) report no decline in the number of payers in their sample.
Finally, any international evidence of a decline in the propensity to pay dividends cannot be attributed to either a substitution of repurchases for dividends or to a reduced willingness of managers to pay dividends that is fueled by
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10 Although dividend abandonment is empirically unimportant in countries outside of Japan, we also examine evidence of financial troubles for firms abandoning dividends in these countries and find similar results. That is, firms unexpectedly abandoning dividends have significantly lower interest coverage ratios than those firms that continue to pay dividends. This evidence reinforces the conclusion that the model for estimating the propensity to pay dividends is imperfect.
an increased weight of stock options in executive compensation contracts.
11 Firms repurchasing shares in the UK typically pay dividends as well, while share repurchases were not liberalized in France, Germany, and Japan until the late 1990s. Similarly, stock option compensation did not become common in countries outside of the US until the late 1990s. 12 Moreover, the and Skinner (2008) for evidence on the substitution of repurchases for dividends in the US and Fenn and Liang (2001) and Lambert, Lanen, and Larcker (1989) for evidence on the link between dividend payments and the use of executive stock options in the US.
robust importance of firm size, profitability, and the earned/contributed equity mix in dividend decisions cast doubt on dividend signaling as a first-order determinant of corporate dividend policies. The firms that pay dividends (i.e., larger, more profitable firms with positive earned equity) are those that appear to be least in need of signaling their prospects, while those that fail to initiate (i.e., newly listed firms) seem most in need of signaling.
The concentration of dividends and earnings
Although the propensity to pay dividends has declined in the US over the past two decades, DeAngelo, DeAngelo, and Skinner (2004) report that aggregate real dividends paid by industrial firms increase over the same period. Table 9 reports similar evidence for our sample countries. Total real dividends increase between 1990 and 2002 in all countries except Canada. Although this is due in part to the expanded Worldscope coverage over the sample period (particularly in Germany, France, and Japan), mean and median real dividends per payer increase in every country except Japan. Moreover, consistent with a concentration of dividends among large payers, a large difference exists in most countries between mean and median real dividends. We find similar results if we include in the analysis only those firms that are present in the sample throughout the 1990-2002 period. (These results are not reported in a table.) Aggregate real dividends increase for these constant composition samples in all six countries. Table 10 provides further evidence on dividend concentration by reporting the percentage of all dividends paid by the top 20% of dividend payers in each country. We report these data for three subperiods: 1989-1993, 1994-1998, and 1999-2002 . In each country, the top 20% of payers account for at least 73.3% of aggregate dividends in all subperiods and frequently account for more than 90% of dividends. Because these concentration statistics based on percentages might be affected by a reduction in the number of very small payers [see, e.g., the DeAngelo, DeAngelo, and Skinner (2004) US evidence], we also report concentration data for a fixed number of dividend payers in each country. 13 The results are similar. Dividends 1989-1993 1994-1998 1999-2002 1989-1993 1994-1998 1999-2002 1989-1993 1994-1998 1999-2002 (footnote continued) propensity to pay dividends and share repurchase activity in any of the countries that we study. 13 We vary the number by country to reflect differences in the number of observations in each country.
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are highly concentrated among the largest payers. Moreover, if anything, this concentration has increased slightly over time except in Japan. Table 10 also provides evidence on the concentration of earnings and market capitalization among dividend payers. Consistent with the evidence for US firms in DeAngelo, DeAngelo, and Skinner (2004) , a strong correlation exists between the concentration of dividends and the concentration of earnings. In each country, the top dividend payers account for more than two-thirds of aggregate earnings in the 1999-2002 subperiod. In three of the six countries (US, UK, and Germany), top dividend payers account for more than 90% of aggregate earnings.
Finally, the evidence in Table 10 indicates a striking concentration of market capitalization among the top dividend payers in the UK, Germany, France, and Japan. In these countries, dividend payers account for more than 92% of the aggregate market capitalization in the 1999-2002 period. This concentration is not evident in the US and Canada. Because DeAngelo, DeAngelo, and Skinner (2004) find that nonpayers with high market capitalizations tend to be concentrated in technology industries, we explore this further. We identify high-tech firms as those in SIC codes 357 (computer equipment), 366 (communications equipment), 367 (communications components), and 737 (software and computer services). We find that, although firms in these industries account for 30% and 23% of the market capitalizations in the US and Canada, respectively, in the 1999-2002 period only 5% of the high-tech firms in the US and 7% of the high-tech firms in Canada pay dividends. (These results are not reported in a table.) By contrast, high-tech firms account for only 5% (UK) to 18% (Germany) of the market capitalization in the other four countries. However, in these countries, a greater proportion of high-technology firms pay dividends, between 28% (Germany) and 84% (Japan). These findings hint at the possibility that industry-specific growth opportunities among technology firms play some role in the declining propensity to pay dividends in the US and Canada, but not in the other countries.
14 The evidence of concentration of dividends among firms with high earnings appears inconsistent with clientele and signaling explanations of the propensity to pay dividends. Equilibrium clientele theories are based on the assumption that the set of assets available to investors allows them to build sufficiently well-diversified portfolios with the desired dividend level and risk characteristics. It seems implausible that investors with a preference for zero dividends could build a well-diversified portfolio if over 90% of the market's capitalization is in dividend paying stocks (as is true in the UK, Germany, France, and Japan).
Similarly, if the propensity to pay dividends was primarily driven by signaling considerations, we would expect dividends to be paid primarily by those firms most in need of signaling, i.e., smaller, less profitable firms. In fact, the patterns in the data are opposite of this prediction. Dividends in all countries are paid by the biggest, most profitable firms.
The bottom line is that the data provide little support for equilibrium clientele or signaling considerations as first-order determinants of dividend policies in the countries that we study. By contrast, the concentration of dividends among the largest, most profitable firms is what one would expect if the primary determinant of dividends is the payout of free cash flow. In this sense, our findings provide strong support for the life-cycle theory of dividends.
6. Can changes in the propensity to pay dividends be explained by catering incentives?
Under the Baker and Wurgler (2004a, b) catering hypothesis, managers cater to investor demand for dividends by paying dividends when investors place a valuation premium on dividend payers and not paying dividends when there is no such valuation premium on dividend payers. This hypothesis seems difficult to reconcile with the large-scale and concentration of dividend payments reported in Tables 9 and 10 . As argued in DeAngelo, DeAngelo, and Skinner (2004) , evidence of concentration of dividends and earnings suggests that declines in the propensity to pay dividends cannot be attributed to ''factors that put across-the-board downward pressure on dividends'' (p. 452), as would be the case with the catering explanation. Put differently, why would investor demand for dividends be limited to the most profitable firms? Similarly, the catering hypothesis is difficult to reconcile with our observation that reductions in the propensity to pay in our sample countries are concentrated among new lists.
Nonetheless, Baker and Wurgler (2004a) report that the dividend premium is related to the rate of dividend initiations and omissions. Furthermore, Baker and Wurgler (2004b) show that the dividend premium explains a substantial portion of the decline in the propensity of US firms to pay dividends in the post-1977 period.
15
In Table 11 , we shed further light on the catering hypothesis by reporting annual dividend premiums and the unexpected percent of dividend payers in each country. Following Baker and Wurgler (2004a, b) , the dividend premium is defined as the difference between the log of the weighted-average market-to-book ratio of payers and that of nonpayers, where the weight is the book value of total assets. The expected percent of dividend payers is again determined by first estimating the Table 4 regressions annually over the 1989-1993 period, then applying the average coefficients to the actual
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14 The declining propensity to pay dividends observed in the US and Canada is not observed solely in high-technology industries. If we exclude these industries from our analysis in Table 5 , we continue to observe propensity reductions in both the US and Canada that are of similar magnitude to those reported in Table 5 . 15 Li and Lie (2006) extend the catering theory to dividend increases and decreases and find that the decision to change dividends is related to the dividend premium. Contrary to the catering hypothesis, however, Hoberg and Prabhala (2005) find that, once they control for risk, catering incentives are no longer significant in explaining the decline in the propensity to pay dividends among US firms. firm characteristics in the subsequent years. The unexpected percent of dividend payers is equal to the difference between the percentage expected from the regression estimates and the actual percentage of dividend payers in the sample. The reported values of the dividend premium are calculated as of calendar year-ends for all countries except Japan, where they are calculated as of March 31 in each year. The choice of the different date for Japan is determined by the observation that the majority of Japanese firms use March 31 as the fiscal year-end date, while for the majority of firms in other countries the end of a fiscal year coincides with calendar year-end.
As shown in Table 11 , the values of the dividend premium are consistently negative in the US and Canada and largely positive in Germany, France, and Japan. In the UK, the dividend premium is consistently positive until 1996, mostly negative from 1996 to 2000, then positive again in 2001 and 2002 . In contrast to the differences in the dividend premium across countries, the difference between the expected and the actual percent of dividend payers is generally positive in all countries. Moreover, in some individual cases, wide swings exist in the dividend premium from year-to-year, with little change in the difference between the expected and the actual percent of payers. For example, in the UK between 1994 and 1999, the dividend premium ranges from 17.8% to À46.7%, yet the difference between the expected and actual percent of payers ranges from only 1.2% to À2.4%. Similarly, in Japan the dividend premium ranges from 1.5% to 35.6%, but the difference between the expected and actual percent of payers ranges only from 2.6% to 6.9%.
Another way of analyzing the catering hypothesis is to examine the set of firms that change their dividend status (i.e., payer or nonpayer) more than once during the sample period. We label these firms dividend ''switchers.'' Under the catering hypothesis, firms start and stop paying dividends in response to the market's dividend premium. Thus the frequency of these dividend switchers and the correlation between the direction of the switch and the dividend premium provides further evidence on the importance of the catering hypothesis.
In Table 12 , we report the annual frequency with which dividend switchers initiate or resume dividends and omit Table 11 Dividend premiums and the unexpected proportion of dividend payers. Market-to-book (M/B) ratio columns report aggregate ratios (aggregate market value of firms in the group divided by their aggregate book value). The dividend premium is the difference between the logs of the weighted-average market-to-book ratios of payers and nonpayers, where the weight is the book value of total assets. Expected-actual is the difference between the expected percentage of dividend payers based on the out-of-sample estimates in Table 5 or abandon dividends. Despite wide swings in the dividend premium from year-to-year, the frequency of switchers is low in all six countries. The median annual percentage of firms that switch their dividend status in a given year is less than 5% in four of the countries (US, Canada, UK, and Japan) and is below 10% in the other two countries (France, 6.8%, and Germany, 8.2%). Moreover, the direction of the switch does not appear to be tied closely to changes in the dividend premium. Although the catering hypothesis predicts a preponderance of omissions around negative changes in the dividend premium and a preponderance of initiations around increases in the dividend premium, the data indicate that the number of initiations frequently exceeds the number of omissions in those years in which the change in dividend premium is most negative. Similarly, omissions frequently outnumber initiations in those years in which the change in dividend premium is most positive. If we calculate the difference in the number of initiations and the number of omissions each year (net initiations) and compute the correlation between this number and the change in the dividend premium in that year, we find that the median correlation across countries is a statistically insignificant 0.009. The median correlation between net initiations and the level of the dividend premium is À0.03. The bottom line, therefore, is that few firms switch their dividend status more than once over the sample period and even fewer appear to do so in response to changes in the dividend premium.
Although a full test of the catering hypothesis is beyond the scope of this paper, these and our prior findings cast considerable doubt on the catering hypothesis as a first-order explanation for the dividend payment patterns that we report in the sample countries. 
Summary and conclusions
The empirical determinants of the propensity to pay dividends appear to be remarkably similar across countries. In all six countries that we study, dividends are affected by firm size, profitability, growth opportunities, and the earned/contributed equity mix. Larger and more profitable firms and those with a greater proportion of earned equity are more likely to pay dividends, while the effect of growth opportunities on the likelihood of dividend payments is mixed. Although some prior studies (e.g., LLSV, 2000) show the importance of firm size, profitability, and growth opportunities outside of the US, our study is the first, to our knowledge, to provide international evidence on the importance of the earned/ contributed equity mix in dividend policies.
After controlling for the empirical determinants of dividends and the evolution of these characteristics over time, we find some hints that the phenomenon of declining propensity to pay dividends, first reported for US firms in Fama and French (2001) , extends to other developed financial markets. That is, the actual proportion of dividend payers is below the expected proportion in all six countries in the last few years of our sample period of 1989-2002. However, these propensity declines are fairly small, they are not always robust, and they are driven by the failure of new lists to initiate dividends when expected to do so.
We conclude, therefore, that the data do not allow us to reject the possibility that there has been no meaningful change in corporate dividend policies in our sample countries. While we also cannot reject the possibility that there have been small propensity reductions in the sample countries, such reductions are at most limited to newly listed firms. In this sense, one important contribution of our study is that we narrow the scope of the disappearing dividends phenomenon to the dividend decisions of newly listed firms.
The Fama and French (2004) evidence on the characteristics of newly listed firms in the US offers some insight into why these firms have been less likely to initiate dividends in recent years. Accordingly, a promising area for future research would be a systematic analysis of whether similar changes in these same characteristics (i.e., more left-skewed profitability and more rightskewed growth opportunities) exist in other markets as well. If so, any apparent global reduction in the propensity to initiate dividends might simply reflect secular changes in earnings and growth prospects of young firms.
The fact that aggregate dividends have not declined over time in the sample countries and are concentrated among the largest, most profitable firms in each country casts doubt on signaling and clientele explanations for the propensity to pay dividends. Moreover, outside of the US we fail to find much support for the hypothesis that changes in dividend policies are driven by managers catering to investor sentiment for dividends. Our findings are, however, consistent with a life cycle-based theory of dividend policy. According to this theory, firms trade off the flotation cost savings against the agency costs of cash retention. As firms mature (as proxied by greater earned relative to contributed equity), the expected costs of retention increase, perhaps due to greater free cash flow problems. Consequently, the propensity to pay dividends increases. Both the evidence of a strong positive association between the earned/contributed equity mix and the propensity to pay dividends and the finding that dividends are concentrated among those firms with greatest earnings in all six countries that we study can be readily explained by a model (such as the life-cycle theory) in which the distribution of free cash flow is the primary determinant of dividend policies.
Appendix A
See Table A1 .
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16 Ferris, Sen, and Yui (2006) conclude that catering incentives have an important influence on the propensity to pay (PTP) dividends in their sample of UK firms. However, this conclusion appears to be driven by the final two years of their 1995-2002 sample period. Between 1995 and 2000, large changes occur in the dividend premium, yet these changes produce only trivial changes in the propensity to pay dividends. Only in 2001 and 2002 is there any evidence of a reduction in the propensity to pay dividends and a corresponding reduction in the dividend premium. We conclude, therefore, that little evidence exists that catering incentives have much influence on UK dividend policies.
